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SOUTH AUSTRALIAN GOVERNMENT SUBMISSION TO 
LOAN COUNCIL 
The Australian economy is in a serious situation, and the 
Federal Government's confusing and often contradictory 
economic policies are clearly not going to bring about 
sustained economic recovery. 
The South Australian Government is very concerned at the 
trends shown by the most recent round of economic indicators, 
which point to inflation increasing markedly next year and the 
wasting of the valuable anti-inflationary effects of wage 
indexation by misguided and unnecessary decisions such as the 
Medibank levy and the recent devaluation. These two factors 
alone will push inflation back up again to near the levels 
of 1974-1975. 
As well, the Federal Government's apparent policy of 
deliberately creating a very large pool of unemployment in 
an attempt to force cuts in real wages is not only a callous 
and cynical strategy, but an unworkable one as well. 
Mr. Fraser's Government now has the dubious distinction of 
presiding over the worst level of unemployment since the 
Depression of the 1930's, and the present unacceptably high 
figure will continue to rise in the next six months. 
Including the hidden unemployed, we are looking at almost half 
a million people without jobs, in the New Year, a situation 
which could have been avoided if the Federal Government this 
year had followed sensible, practical economic policies and not 
set out to play the politics of confrontation. 
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The South Australian Government believes that policies which 
are divisive and destructive will not help Australia deal with 
its economic problems. 
The Federal Government must be honest with the Australian 
community about its policies, and it should adopt policies 
which are clearly acceptable to the majority of Australians. 
Mr. Fraser cannot expect people to heed his calls for co-operation 
when the Prime Minister sets out deliberately to antagonise and 
disadvantage the majority of the people of this country. 
Australia needs leadership, not brinkmanship. 
The South Australian Government believes the policies outlined 
in this programme would be understood, accepted and welcomed 
by most Australians as a workable and equitable solution to 
our problems. They involve sd.ective stimulation of certain 
industries, the creation of new jobs and the reduction of retail 
prices to lower the CPI and to boost consumer confidence. 
The short sharp shock theory has been discredited: we now need 
plans to take us out of the long protracted trauma those tactics 
have created. 
In 1974, the proponents of the short sharp shock policy said 
2.57o to 37o unemployment would be enough to solve the inflation 
problem. In 1975, the number of unemployed needed under this 
policy rose to 4.57, to 57.. 
Unemployment has reached those gloomy levels, and now the short 
sharp shock adherents advocate still more jobless. It is time 
to abandon these futile, failed policies. 
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The package the South Australian Government oulines has a gross 
impact cost of $1227 million in a full financial year. But after 
taking into account the savings on unemployment benefits plus the 
additional personal, company and indirect taxation receipts and 
allowing for a multiplier effect which will exert expansionary 
pressures on the economy, the cost drops to around $809 million 
for a full year and about $400 million if implemented for the 
second half of 76-77.financial year. 
The package comprises : reductions in indirect taxes and charges, 
the provision of substantial funds for the States' capital works 
programmes to stimulate the building and construction industry, a 
locally-based job creation scheme (the Local Initiative Programme) 
and a greatly expanded form of the Job Subsidy Scheme. 
The package is contingent on the continuation of full wage 
indexation to ensure that employees are fully compensated for cost 
of living increases. 
An essential requirement for the package to work is for the Prices 
Justification Tribunal to continue its adjudicative role in relation 
to the prices of goods and services required every day by employees 
and consumers, for without restraint in both wages and prices 
economic recovery will be much slower and more erratic. 
The trade union movement had complied substantially with the 
indexation system to date as was evidenced by the remarks of 
President of the Australian Conciliation and Arbitration Commission 
in the Commission's last judgment. 
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This compliance has led to a real measure of wage restraint over 
the past 20 months. 
As part of this package, the South Australian Government would 
be prepared, with the agreement of the other States, to offer 
to the Federal Government an agency arrangement whereby the 
States' power on wages could be brought to bear on an agreed 
wages policy. 
i i 
Details : 
REDUCTION IN INDIRECT TAXES AND CHARGES. 
Gross Cost $750 mil. 
Final Cost to deficit $625 mil. 
Reductions of this order could reduce the Consumer Price Index 
by 2 percent, and would have a second vital function of encouraging 
consumers to unlock their savings. Indirect taxes such as sales tax, 
excise duties and other indirect charges are directly inflationary 
and are indiscriminate in their economic impact. 
Cuts in indirect taxes have a much greater anti-inflationary 
effect - dollar for dollar - than reductions in income tax. 
It is good economics to concentrate the funds available for 
tax relief on reducing indirect taxes and charges. 
GREATER FUNDS OF CAPITAL WORKS PROGRAMMES. 
Gross Cost $300 mil. 
Final Cost to deficit $113 mil. 
The building and construction industry is badly depressed in 
most parts of Australia, mainly in non-dwelling construction 
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but also to a varying extent in the home-building sector. 
Construction companies are in difficulties, public works are 
not commencing and thousands of building workers and employees 
in related industries are unemployed. The recent lift in interest 
rates can only make the position worse. 
There are no possible anti-inflationary virtues in deliberately 
depressing - in fact almost devastating - such a vital industry. 
The $300 million we have suggested be put into this industry 
will not only get the building and construction sector moving 
but will spread back into other areas of manufacturing and service 
industries. The extent of the benefits of such a move is shown 
by the fact that the final cost to the deficit will be much less 
than half the initial outlays. 
New South Wales is the State most severely affected by the 
depression in the building and construction industry, and the 
South Australian Government believes that a proportionately 
greater share of this assistance should go to New South Wales, 
not only because of its immediate benefits to New South Wales, 
but be cause the impact of a revival of the industry in 
New South Wales will flow throughout the country. 
o 
LOCAL INITIATIVE PROGRAMME. 
Gross Cost $146 mil. 
Final cost to deficit $50 mil. 
This programme is modelled on both the Canadian Local Initiative 
Programme Scheme and the South Australian Government's 
•Unemployment Relief Scheme. The South Australian Government is 
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running the most comprehensive State-wide unemployment scheme 
in Australia, at a cost of about $14 million in 1976-1977. 
The local initiative programme is a job creating scheme designed 
to provide socially useful work on projects to improve local 
communities. The scheme has the added objective of maintaining 
and enhancing the vocational and trade skills of the people 
receiving assistance. 
The South Australian Government would expect that around 
10,000 people at any one time would be employed in jobs 
created under the programme and that between 20,000 to 
25,000 people would work on local initiative programme jobs 
in a year. 
Previous job creating schemes relied on types of labour 
intensive projects which did not always provide the most 
efficient use of either human or capital resources. The 
scheme suggested by the South Australian Government will provide 
greater flexibility in application and will encompass a wide 
range of employment' in social welfare and coiranunity development 
projects as well as traditional construction work. 
Q 
EXPANDED JOB SUBSIDY PROGRAMME. 
Gross cost $31 mil. 
Final cost . $21 mil. 
The present Federal Government job subsidy scheme, which applies 
only to long term unemployed people under 18, is unnecessarily 
restrictive and complicated. 
Dunstan Collection, Special Collections, Flinders University Library.
While the economy is in its present serious situation, the 
South Australian Government believes the scheme should be greatly 
expanded to cover unemployed workers, irrespective of age, who 
have been out of a job for three months or more. 
A large proportion - up to 50% - of long term unemployed are 
under 21 and are doubly disadvantaged - they cannot get work 
without experience and they cannot get experience without work. 
The South Australian Government expects this scheme will be of 
great value to young people, because, along with the local 
initiative programme scheme, it will allow young people to acquire, 
expand and-maintain employment skills and will help to prevent 
the personal distress and the.often irreversible loss of 
personal confidence and skills which accompanies long term 
unemployment. 
Under this scheme we expect initially around 10,000 people to 
be employed at any one time and 30,000 or more to be assisted 
during a full year. However, if greater numbers of unemployed 
find the scheme helpful, it can be expanded quickly at low cost. 
EFFECTS ON THE DEFICIT. 
The total package will cost $1227 million in gross. However, 
as a result of the various savings in unemployment and other 
benefits plus the extra taxation receipts and the expansionary 
effects on the economy, the final cost to the deficit would be 
only $809 million in a full year. If adopted immediately, 
the package would add only about $400 million to this year's 
deficit. 
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The Melbourne Institute of Applied Economic Research has shown 
that the main cause of the deficit is the recession itself. 
Had Australia been at 2 percent unemployment rather than 
5 percent, Federal revenues would have been boosted to the 
point where the August Budget would have been in surplus by 
$300 million rather than being in deficit. 
This concept of a "Full Employment Budget" was pioneered by . 
American businessmen in the late 1940's and is now accepted 
generally by economists, industry and Government alike in the 
United States as the most useful way of judging the Government's 
impact on the economy. 
The South Australian Government's proposals involve a deficit 
of around $500 million on this "Full Employment Budget" basis. 
Most OECD countries recognise a Full Employment Budget deficit 
as necessary for economic recovery. 
EFFECTS ON MONEY SUPPLY. 
Following the ill-conceived devaluation, most economists,, 
including many who normally follow the Friedman line, now believe 
that the money supply growth targets should be raised. The 
South Australian Government's proposals would involve an addition 
to the money supply (M3) of only slightly in excess of 2 percentage 
points. 
Of far greater concern for monetary policy is the possibility 
of substantial capital inflows generated by speculative forces 
following the excessive devaulation and the subsequent weekly 
revaulations. 
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The uncertainty and loss of monetary control engendered by these 
developments is of grave concern to the South Australian 
Government, but because of the Federal Government's obsessive 
secrecy we have far too little information on the extent 
of the capital inflow to date. If our fears are realised we 
would favour impositions of direct controls on capital inflow 
such as the Variable Deposit Requirement Scheme, which has 
proved effective in the past both here and overseas. 
• i i 
The -uncertainty over monetary policy, exchange rates, fiscal 
policy and the whole gamut of economic policy is causing 
serious concern to the Australian community. Businesses cannot 
plan properly, Governments cannot work ahead realistically and 
consumers are reacting to the adhocery and sudden about faces 
in policy by putting their money in banks and refusing to 
spend. 
Especially serious is the situation with exchange rates, which 
mean quite simply that neither importers nor exporters know 
what the exchange rate will be when goods arrive in port. If 
this chopping and changing continues the case for developing 
our own foreign exchange market is considerably strengthened. 
o 
This programme is a workable, responsible attempt to give the 
economy both stimulus and direction. As a nation, we cannot 
hope for economic recovery while we have a Federal Government which 
is divisive, doctrinaire, and in disarray. 
The programme of the South Australian Government will give 
Australia the chance to work its way out of the present recession • 
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by giving businessmen, employees, householders and 
consumers generally confidence. This programme should be adopted 
in the national interest and speedily implemented. 
« 
Dunstan Collection, Special Collections, Flinders University Library.
FULL FINANCIAL YEAR COSTING 
Gross Impact 
Cost 
Net Impact 
Cost 
(after savings 
on unemployment 
benefits plus 
extra personal, 
company and 
indirect 
taxation 
receipts) 
Final Cost 
(after further 
allowances for 
expansionary 
effect on 
economy) 
1. Cuts in Indirect 
Taxes and Charges $750 M. $700 M. $62.5 M. 
2. Job Subsidy 
Programme $ 31 M. $ 23 M. $ 21 M. 
> 
3. Local Initiative 
Programme $146 M. $ 67 M. $ 50 M. 
4. Capital Works $300 M. $159 M. $113 M. 
TOTAL $1227 M. | $940 M. $809 M. 
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